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Abstract  
Competition among banks is stiff in this field (mortgage loans), where everyone wants to offer clients more favourable terms and 
conditions, thus gaining the largest market share. However, the credit terms and conditions can vary considerably, given the purpose of credit and the 
collateral. 
The world uses different assessment methods for a borrower’s evaluation. Particular attention is paid to the borrower's credibility and 
additional creditworthiness by collecting, processing and evaluating important information on the credit applicant. 
This research work is based on theoretical knowledge in economics, legal documents and statistical data analyses to investigate mortgage 
lending by Latvian commercial banks, the potential risks, the solvency assessment models, including the scoring system (the system’s role in 
mortgage lending practised by Latvian commercial banks), and to develop proposals for the system improvement. 
In the paper, the authors give insight into the creditworthiness analysis model – Credit Scoring –, the Latvian mortgage credit market, 
different loan terms and conditions provided by Latvian commercial banks and lending development impacts and describe the essence of the scoring 
system and the way how Latvian commercial banks use the system. 
The new provisions of 2016 in the Consumer Rights Protection Law regarding requesting complete information allow considerably 
enhancing the loan scoring system of commercial banks in compliance with Directive 2014/17/EU of the European Parliament and of the Council of 4 
February on credit agreements for consumers relating to residential immovable property. 
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Competition among banks is stiff in the field of mortgage loans, as the banks offer their clients more 
favourable terms and conditions in their efforts to gain a larger market share. However, the credit terms and conditions 
can vary considerably, given the purpose of credit and the collateral. 
Of course, lending always involves risks, such as credit risk and interest rate risk. Clients and their 
creditworthiness have to be carefully evaluated to avoid the credit risk. A traditional analysis of borrowers is limited to 
an evaluation of their creditworthiness, which is based on an analysis of the borrowers’ financial situation. Particular 
attention is paid to the borrower's credibility and additional creditworthiness by collecting, processing and evaluating 
important information on the credit applicant. 
A scoring system has been designed and applied in practice in order that a bank credit committee can precisely 
evaluate a borrower’s financial situation, the condition of a property and the size of a loan requested. 
The research aim – based on theoretical findings in economics, legal acts and statistical data analyses, to 
examine changes in mortgage lending by Latvian commercial banks and their solvency assessment practices employing 
a scoring system. To achieve the aim, the following research tasks were set: 
1. To analyse mortgage lending offers and factors influencing the mortgage lending by Latvian commercial 
banks; 
2. To analyse and examine the development of a scoring system if a bank’s credit policy is changed and 
related laws of the Republic of Latvia are amended; 
3. To develop proposals for enhancing the scoring system based on a survey of Latvian commercial bank 
professionals (experts) on mortgage lending in Latvia and the development of the scoring system. 
 
Materials and Methods  
 
The informational and methodological basis of the present research represents the specific literature, research 
papers by foreign and national scientists, data of the Bank of Latvia, the Financial and Capital Market Commission and 
the Association of Latvian Commercial Banks, recommendations by the Basel Committee on Banking Supervision, 
Directive 2014/17/EU of the European Parliament and of the Council of 4 February on credit agreements for consumers 
relating to residential immovable property, the results of surveys conducted by the authors as well as data from the 
websites of Latvian commercial banks. The following qualitative and quantitative economic analysis methods were 
employed: the monographic method for the analysis of the scientific literature and research results, the logical 
construction method, an expert survey and analysis and synthesis. 
Five Latvian commercial banks and a foreign bank branch examined in the present research represent the 
entire banking sector, as their loans accounted for 74.4% of the total loan portfolio and their assets made up 55.6% of 
the total bank assets as of 31 December 2015. Besides, the loans for home purchase, reconstruction and repair made by 
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the above-mentioned banks comprised 89.1% of the total loans granted for these purposes (Table 1). Two of the above-
mentioned banks are among three systemic banks that are subject to the European Central Bank’s Single Supervisory 
Mechanism. 
Table 1. Proportion of the Latvian Commercial Banks in the Total Bank Loan Portfolio as of 31.12.2016, ths. EUR  
Bank name Assets, total 
Loans to non-banks 
total 
loans for home purchase, 
reconstruction, repair 
JSC Swedbank 5497635.2 3164760.3 1416966.5 
JSC SEB banka 3591094.2 2459328.5 702615.5 
JSC DNB banka 2337239.5 1578484 843392.4 
JSC Nordea bank AB/Latvia branch 2696629.4 2387332.7 864801.3 
JSC Citadele banka 2535343.3 1072719.9 173932.8 
JSC Norvik banka 1106605.8 258437.7 3692.2 
6 bank total 17764547.4 10921063.1 40005400.7 
Commercial banks of Latvia, total 31937696 14676614 4493734.4 
As a % of the commercial banks of Latvia, total 55.6 74.4 89.1 
(Source: based on data of the Association of the Latvian… (2016)) 
To identify the opinions of experts on the most important factors influencing the evaluation of loan applicants, 
a survey of six experts was done in 2016. The survey involved the professionals of six commercial banks whose daily 
job was to evaluate loan applicants (a manager of credit projects, a credit advisor, a product manager, a financier and 
two credit specialists). 
The range of the survey’s questions included scoring system-related ones, e.g.: 
 What borrower creditworthiness evaluation methods do you know and what methods have you employed 
when evaluating one’s creditworthiness? 
 Please, specify the name of the scoring system used by the commercial bank represented by you? 
 What year was a scoring system introduced and practically used at your job? 
 Is the scoring system connected with other commercial bank systems, which in this way facilitate the entry 
of scoring system data? 
 Do the establishment and use of such a system facilitates making decisions on granting loans? 
 What criteria do you focus on when making a decision on granting a mortgage loan? 
 Please, rate their importance in points. 
 Does the scoring system indicate deviations from the bank’s credit policy, which makes the bank 
increasingly focus on such particular cases? 
 Has the system been regularly enhanced since it was introduced? Please, name at least one considerable 
enhancement being made from the introduction of the system till present. 





Role of Credit Scoring in Reducing Credit Risks  
 
No standardised client profile evaluation system is used in banking practice; commercial banks of various 
countries employ a range of credit risk evaluation techniques. In the world, commercial banks apply different 
creditworthiness analysis models, including credit scoring. 
When evaluating credit risk and a client’s profile, some banks calculate financial coefficients, while others 
assign credit ratings and evaluate the level of risk. When signing and submitting a loan application, the potential 
borrower usually allows the credit institution to verify his/her current financial liabilities through the Credit Register of 
the Bank of Latvia. In this way, it is possible to evaluate the client’s credibility and creditworthiness, calculate the total 
liabilities and approximate monthly repayments, loan repayment trends and identify loan repayment delays registered in 
the Credit Register of Latvia. 
Every bank, of course, has its own values which the bank’s representative focuses on while meeting a potential 
client. It is followed by an evaluation of the borrower’s credibility and creditworthiness, viewing both terms as 
interrelated. The client’s ability to repay all the liabilities and debts is understood as the borrower’s creditworthiness, 
while his/her credibility involves only the ability to repay his/her loans (Tagirbekov, 2003). 
A bank’s further functioning often depends on the correct evaluation of borrowers. A wrong evaluation of 
borrowers’ credibility and related credit risk can result in non-performing loans, which will worsen the bank’s 
performance indicators, including the bank’s liquidity. Therefore, an urgent problem is the strict compliance with 
commercial banks’ credit policies. Researchers of the lending performance of Latvia’s banks stress: “The credit policy 
should contain not only the standards and norms, but also the process of determination of the bank internal rating should 
57 
 
be reflected by indicating the rating calculation procedure and responsible persons, thus providing for the integration of 
the rating system in the processes of the bank activity” (Romanova, 2008). 
To evaluate a borrower’s credibility, various techniques are employed; the techniques may differ across banks. 
Such techniques as PARSER, CAMPARI and six “Cs of Credit” are regarded as the most popular. 
A similarity in the mentioned techniques is that a borrower, the purpose of credit and the collateral are 
evaluated, which are important factors in processing loan applications for modern banks. 
As shown in Table 2, a decision on granting a loan involves opportunity costs – a foregone profit. The decision 
on not granting a loan allows avoiding credit risk. The level of credit risk has to be carefully evaluated while making a 
decision on whether to grant or refuse a loan. An analysis of a borrower’s credibility is associated with an evaluation of 
the level of credit risk, which has to be done for credit operations with the borrower. 
Banks define their key credit risk management guidelines for lending and make their credit policies after 
designing their credit risk management strategies and adopting their implementation policies. When making a loan, a 
credit institution wants to reduce information asymmetry problems, ensuring that the potential borrower involves a low 
risk and has no negative records regarding loans already granted. The quality of repayment of earlier loans is verified in 
order to acquire such information. Credit scoring is used to obtain various details about the borrower. Various questions 
are asked, which are measured quantitatively. 
The questions relate to the length of service, how long the borrower is a client of the bank, how many accounts 
have been opened by the client, how long the client lives in the current place of residence and other matters. In addition, 
an evaluation according to six “Cs” is done by acquiring information from the bank’s employee who advises the client 
and from the application. Employing a statistical computer program, the creditor compares the information acquired and 
the client’s profile made. The credit scoring system gives a score to every factor, which helps determine which of the 
clients can most likely meet the liabilities. The scores help identify how credible is any client for repaying the loan. The 
credit scoring system of any bank is a commercial secret. The fact that some client has been rejected by a credit 
institution does not mean he or she will be rejected by any bank. It may seem that this system is non-personal; yet, if 
developed prudently, it can help make decisions faster and more accurately (Casa et al., 2006). 
Table 2. Credit Risk Materialisation Degrees for Various Decisions on Granting a Loan  
Making a decision on granting a loan  
Decision made on 
granting a loan Grant a loan Do not grant a loan  
Result of the 
decision made on 
granting a loan  
Principal and 
interest of the 
loan are repaid 
fully  
Loan is repaid 
partly 
Loan is not 
repaid 
Principal and 
interest of the loan 










Credit risk does 
not materialise 











materialises as a 
risk of lost benefit 
(the bank did not 
gained income) 
Credit risk is 
close to zero 
Credit risk does 
not materialise 
(the bank did 
not make a loss)  
(Source: authors’ construction based on Romanova (2009)) 
A set of factors, among them a borrower’s capacity and legal right to make credit deals, reputation, collateral, 
ability to earn income, has to be regarded as the borrower’s credibility (Romanova, 2009).  
In evaluating a borrower’s credibility, an examination of information and forecasts are the most important. 
Logical deduction and empirical induction are two principles or two approaches. Table 3 gives a short overview of 
particular techniques of the two approaches. 
Table 3. Techniques for Evaluating the Creditworthiness of Borrowers  
Kind of approach Private clients Corporate clients 
Logical deduction 
Traditional nonstandard credibility evaluation; 
Creditworthiness questionnaires 
Classical credibility evaluation; 




Expert system Neural Networks 
Creditworthiness forecast; 
Rating-Systems  
(Source: authors’ construction based on Sirenbeks (1998)) 
Professionals in credit matters evaluate loan applicants subjectively and intuitively; in dealing with private 
clients, they perform traditional nonstandard credibility evaluations. During any evaluation, a loan applicant’s personal 
credibility, incomes as well as other financial details have to be taken into consideration. The application of this 
technique is limited not only by the high cost of it but also by the fact that it often prevents bank employees from 




 can be reduced because, in this case, one technique is employed in collecting the information. Besides, standardisation 
allows lowering costs. 
Unlike logical deduction, empirical induction purposely disregards any association between the expected 
situation and the influencing factors. This approach evaluates a loan applicant’s creditworthiness based on his/her 
records of previous loans and credit deals. The results of the records are generalised and extrapolated to the evaluation 
case.  
Credibility evaluation models, including the scoring system, are important instruments for granting loans. The 
models evaluate a potential client’s credit risk based on specific variables and macroeconomic factors. A correct credit 
risk evaluation is an important factor, according to the Basel Accords. In this context, insolvency probability plays the 
key role. Statistical and mathematical models are widely employed to determine the probability of insolvency. The 
models, called credit scoring models, determine an association between a risk and the effect of exogenous factors. 
Although credit granting has been around for 4000 years, the concept of credit scoring as we know was 
developed about 70 years ago. By definition, the purpose of credit scoring models is to identify the profile of good and 
bad payers, whatever the concept of “good” and “bad” might be. The use of mathematical and statistical techniques for 
this purpose had its beginnings in the 1940s with Durand (1941), who applied, for the first time, a discriminant analysis 
to identify good and bad clients. Nevertheless, this model was a research project only, never used as part of a credit 
worthiness assessment (Fernandes and Artess, 2016). 
Anderson suggested that to define credit scoring, the term should be broken down into two components, credit 
and scoring. Firstly, simply the word “credit” means “buy now, pay later”. It is derived from the Latin word “credo”, 
which means “I believe” or “I trust in”. Secondly, the word “scoring” refers to “the use of a numerical tool to rank order 
cases according to some real or perceived quality in order to discriminate between them, and ensure objective and 
consistent decisions”. Consequently, credit scoring can be simply defined as “the use of statistical models to transform 
relevant data into numerical measures that guide credit decisions” (Sanchez and Lechuga, 2015). 
Credit scoring in the United States has developed over six decades. Initially, retail and banking staff assessed 
borrowers’ trustworthiness. In time, experts were entrusted to make lending decisions. After World War II, specialized 
finance companies entered the mix. 
 In 1956, the firm Fair, Isaac & Co. (now known as FICO) devised a three-digit credit score, promoting its 
services to banks and finance companies. FICO marketed its scores as predictors of whether consumers would default 
on their debts. FICO scores range from 300 to 850. FICO’s scoring system remains powerful, though credit bureaus 
(“consumer reporting agencies”) have developed their own scoring systems as well (Citron and Pasquale, 2014). 
FICO NextGen scores are designed to give lenders improved credit risk assessment over FICO scores in 
marketing, originations and account management. Using the latest advances in predicative technology, deep analyst 
insight and capitalizing on extensive consumer credit reporting agency (CRA) data, FICO developed an entirely new 
design blueprint for our next-generation credit reporting agency risk scores. The primary design innovations are : Multi-
dimensional mini-models that capture key interactions in the data; Expanded segmentation of consumers across a 
broader risk spectrum; Differentiation between degrees of future payment performance. The FICO NG score provides a 
standardized risk assessment measure that can be used in calculating probability of default. FICO’s professional 
services staff can help to address Basel and regulatory compliance (FICO NextGen scores, 2016). 
Credit scoring is a statistical method employed by banks to determine a loan applicant’s profile and evaluate 
his/her credibility. Credit scoring models differ in complexity and significance. For example, the so-called heuristic 
models (classical ratings, quality evaluation systems, expert systems etc.), empirical and statistical models (multifactor 
discriminant analysis, regression models, artificial neuron networks) and cause and analytical models (option price 
determination models, cash flow simulation models and a number of mixed models (Thonabauer et al., 2004). 
Heuristic models are increasingly replaced with statistical models. It particularly relates to the client segments 
where sufficient information is available for statistical modelling (very large corporate clients and private persons). As 
regards the mentioned segments, the application of empirical and statistical models in evaluating one’s creditworthiness 
may be regarded today as a standard practice (Rothmann et al., 2014). 
Wilson Sy pointed out: “Most existing credit default theories do not link causes directly to the effect of default 
and are unable to evaluate credit risk in a rapidly changing market environment, as experienced in the recent mortgage 
and credit market crisis. Causal theories of credit default are needed to understand lending risk systematically and 
ultimately to measure and manage credit risk dynamically for financial system stability. A framework for developing 
causal credit default theories is introduced through the example of a new residential mortgage default theory (Wilson, 
2007). 
Table 4 presents information developed by a group of researchers (Abdou et al., 2016) about the nature of the 
loan, the personal characteristics of the borrower and the borrower’s history. 
Some credit professionals use a credit rating system, as there are factors influencing a credit decision. 
Furthermore, some loan application evaluators employ this system as an instrument for making a final decision, and for 







Table 4. Variables Used in Building the Scoring Models  
Predictive variable Encoding Attribute’s encoding Comments 
Loan amount* LAT Quantitative - 
Loan duration* LDN Quantitative Initial duration of loan 
Loan purpose* LPE 
Construction materiāls, auto parts=0; edibles=1 
Cloting, jewellery=2; electrical items = 3; other 
purchases=4 
- 
Age* AGE Quantitative 
Borrower’s age at time of 
lending 
Marital status* MST Merried=0; Single=1; Polygamy=2; Engaged=3 - 
Gender* GNR Male=0; Female=1 - 
No, of dependants* NDP Quantitative 
Number of individuāls, relying 
on the borrower for financial 
support 
Current Job* JOB Public sector=0; Private sector=1 - 
Education* EDN 
High school=0; Undergraduate=1; 
Postgraduate=2 
Highest level of academic 
instruction of the borrower 
Housing* HST Not renting=0; Renting=1 
Establishes if the borrower pays 
rent 
Telephone* TPN No=0; Yes=1 - 
Monthly income* MNC Quantitative 
Includes salary and other 
sources of income 
Monthly expenses* MCR Quantitative 
Includes other loan repayments 
and utility bills 
Guarantees* GRT No=0; Yes=1 
This includes support by a 
guarantor 




Account mostly in debitē=0; Account mostly in 
credit=1; Alternately debitē/credit=2 
How well the borrower manages 
hisher bank account 
Other lokans* LOB No=0; Yes=1 Loans from other banks 
Previous employment* POC No=0; Yes=1 Exceeding one year 
Feasibility study N/A - Not required by the bank 
Identification N/A - 
All applicants had provided 
valid identification documents 
Personal reputation N/A - 
All applicants had a good 
reputation according to the bank 
Field investigation N/A - Not required by the bank 
Central bank enquiries N/A - Not required by the bank 
Loan status* LST Bad=0; Good=1 Quality of the loan 
*Variables are finally selected in building the scoring models. 
(Source: Abdou et al. (2016)) 
Article 18 of Directive 2014/17/EU on credit agreements for consumers relating to residential immovable 
property (Mortgage Credit Directive or ‘MCD’) requires that, before concluding a credit agreement, the creditor makes 
a thorough assessment of the consumer’s creditworthiness, taking appropriate account of factors relevant to verifying 
the prospect of the consumer to meet his/her obligations under the credit agreement. Article 20(1) of the MCD provides 
that the assessment of creditworthiness shall be carried out on the basis of information on the consumer’s income and 
expenses and other financial and economic circumstances, which is necessary, sufficient and proportionate (Final 
Report on..., 2015). 
 
Analysis of Mortgage Terms and Conditions Imposed and of the Application of Credit Scoring by Latvian 
Commercial Banks 
 
The necessity for analysing a borrower’s credibility in Latvia is stipulated by a number of legal documents: 
Directive 2014/17/EU of the European Parliament and of the Council of 4 February on credit agreements for consumers 
relating to residential immovable property, the Credit Institution Law and the Consumer Rights Protection Law of the 
Republic of Latvia, the Credit Risk Management Regulations and the Regulations regarding Complying with the 
Restrictions on Risky Transactions in Banking issued by the Financial and Capital Market Commission (FCMC). The 




After examining the terms and conditions of a mortgage loan offered by six commercial banks in Latvia, only 
small differences were identified regarding the loan term, the size of a down payment and the loan size (as a percentage 
of the real estate price or market value) (Table 5). 
Table 5. Mortgage Terms Offered by Selected Latvian Commercial Banks in 2016  
Nr. Bank name Loan term, 
years 
Maximum mortgage amount, as a % 
the real estate price or market value 
Minimum down 
payment, % 
1. JSC Swedbank 30 85 15 
2. JSC SEB banka 30 85 15 
3. JSC DNB banka 35 90 10 
4. JSC Nordea banka AB/Latvia branch 30 85 15 
5. JSC Citadele banka 30 85 15 
6. JSC Privatbank 40 85 15 
(Source: authors’ construction based on marketing information provided by commercial banks) 
The authors analysed the offers of a Latvian commercial bank and found that its loan terms and down 
payments were considerably different if taking into account the condition of the immovable property as well as the type 
of the house (serial, new, pre-war etc.) (Table 6). 
Table 6. Maximum Amount and Term of a Mortgage Granted by a Latvian Commercial Bank by Type and Condition of 
Immovable Properties 
Kind of collateral  
Maximum mortgage term, years 
Maximum mortgage amount, as a % of the 
property market value  
Good condition Satisfactory condition Good condition Satisfactory condition 
Apartment in a new house 30 15 85 65 
“Stalin period” apartment 30 15 85 65 
Pre-war period apartment 30 15 85 65 
Apartment in a wooden house 20 15 75 60 
Soviet period serial house apartment 20 15 75 60 
Private house - stone 30 15 80 60 
Private house - wooden 30 15 80 not financed 
Exclusive or low liquidity  properties 15 15 50 not financed 
(Source: authors’ construction based on marketing information provided by commercial banks) 
In February 2015, the Saeima of the Republic of Latvia adopted amendments to a number of laws, which 
envisaged integrating the so-called “keys back” principle in the legislation on the protection of consumer rights and 
excluding the principle from the legislation on insolvency. 
The amendments to the Consumer Rights Protection Law provide that banks have to offer two different loan 
agreements regarding the purchase of a property, of which one has to have the “keys back” option, thus giving 
borrowers the right of choice. 
The amendments to the Insolvency Law, however, stipulate that not only the “keys back” principle has to be 
excluded from the legislation but also debt cancellation periods for natural persons have to be amended. The period of 
debt cancellation is one year if the debtor’s total obligations after the completion of the bankruptcy procedure are less 
than EUR 30 000; two years if the obligations range from EUR 30 001 to EUR 150 000 and three years from the day of 
the proclamation of the debt cancellation procedure if the obligations exceed EUR 150 000. If selling a property that 
served as collateral, the debtor’s remaining obligations are cancelled (Latvijas Vestnesis, No.42 (5360) 1.03.2015).  
Paragraph 5 of Section 8
1
 of the Consumer Rights Protection Law (CRPL) stipulates that “after receipt of a 
credit application from a consumer, the creditor shall offer him or her to choose from at least two different credit 
contract provisions one of which one foresees that the immovable property for the purchase of which a credit is taken, 
serves as a sufficient security to allow the commitments against the grantor of credit to be paid off in full”. 
As of the end of 2015, according to the Credit Register of the Bank of Latvia, only six banks made loans with 
“keys back” option. The Credit Register indicated that 186 loans were marked as the loans with the “keys back” option, 
and the balance of such loans totalled EUR 6.2 mln at the end of 2015 (“Keys Back” Principle…, 2016). 
The ratio of the loan size to the collateral value for mortgage loans with the “keys back” option is much stricter 
than that for traditional mortgage loans. For example, commercial banks initially granted loans, the maximum amount 
of which did not exceed 85% of the collateral value, whereas now the size of a loan with the “keys back” option can 
maximally reach 65% of the collateral value. 
Table 7 shows the amount of “keys back” option loans made by a Latvian commercial bank and the amount of 
traditional loans made by the same bank. If a client prefers a loan with the “keys back” option, this means that the client 




Table 7. Maximum Amount of a Loan as a % of the Market Value of the Property for Traditional Loans and Those With the 
“Keys Back” Option for Commercial Bank “X”, Broken Down by Kind and Condition of Collateral in 2016 
Kind of collateral 
Maximum amount of a loan as a % of the market value of the property  
Traditional loans Loans with the “keys back” option 
Good condition Satisfactory condition Good condition Satisfactory condition 
Apartment in a new house 85 65 65 50 
“Stalin period” apartment 85 65 65 50 
Pre-war period apartment 85 65 65 50 
Apartment in a wooden house 75 60 60 45 
Soviet period serial house apartment 75 60 60 45 
Private house - stone 80 60 60 45 
Private house - wooden 80 not financed 55 not financed 
Exclusive or low liquidity  properties 50 not financed 40 not financed 
(Source: authors’ construction based on unpublished materials of commercial bank “X”, 2016) 
Higher activity in granting loans with the “keys back” option was observed particularly during the time the 
amendments came into force (1 March 2015); yet, the activity decreased at the end of 2015. 
On 1 August 2016, an amendment to the CRPL came into force, which provides that when designing and 
implementing a remuneration policy for its staff that evaluate the ability of a consumer to repay his/her mortgage-
backed loans, according to the lender’s capacity, internal work organisation and nature and complexity of activity, a 
lender ensures that: the remuneration policy promotes reasonable and effective risk management, is compatible with it 
as well as does not encourage taking risks that exceed the risk boundary set by the lender; the remuneration policy has 
to be in compliance with the lender’s strategy, objectives, values and long-term interests and involves measures to be 
taken to avoid conflicts of interests and corruption risks, and it particularly has to ensure that the remuneration does not 
depend on the number or proportion of loan requests accepted (Amendments to the Consumer..., 2016). 
Commercial banks still compete among each other in efforts to gain a greater market share. They offer 
discount services, for example, a free-of-charge evaluation of the applicant and free-of-charge processing of the 
application, extra credit cards with a 6-month payment-free grace period, no evaluation of the property and attractive 
interest rates (e.g., at a 0.2% discount) etc. 
The key factors influencing mortgage lending with regard to economic development in Latvia are as follows: 
incomes of residents, employment and unemployment, gross domestic product growth and real estate prices. 
A very important aspect in evaluating a client’s credibility is his/her income – the higher the wage or salary 
and the less liabilities, the greater is the chance the bank is going to grant a loan. 
The average wage and salary gradually rose over the last five years. Figure 1 shows that the average gross 
wage and salary differed between the public and private sectors. In the private sector, wages and salaries rose by 27.6% 
(173 EUR) in the post-crisis period 2011-2015, while in public sector they increased by 23.9% (165 EUR). 
 
 
Figure 1. Average Wage and Salary of Employees in the Public and Private Sectors in the Period 2011-2015, EUR  
(Source: author’s construction based on statistical data of Ministry of Economics… (2016)) 
However, the changes in investment were moderate. A faster increase in investment was hindered by a wait-
and-see attitude of entrepreneurs concerning the growing uncertainty in the external environment, as well as the 
cautious lending policies implemented by banks.  
An analysis of the changes in mortgage lending to households for the purposes of home purchase, 
reconstruction and repairs in the period 2010-2015 shows that with the number of loans granted decreasing by 15%, the 
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Figure 2. Number and Average Size of Mortgage Loans Granted to Households for the Purposes of Home Purchase, 
Reconstruction and Repairs in the Period 2010-2015 
(Source: author’s construction based on statistical data of the Financial and Capital… (2001)) 
To identify the opinions of experts on the most important factors influencing the evaluation of loan applicants, 
a survey of six experts was done in 2016. The survey involved the professionals of six commercial banks whose daily 
job was to evaluate loan applicants (a manager of credit projects, a credit advisor, a product manager, a financier and 
two credit specialists). 
After processing the survey results, one can find that Latvian commercial banks used the so-called behaviour 
scoring in which the information being interesting to the decision maker was illustratively presented, while any 
commercial bank defined its evaluation system differently. JSC Nordea banka AB defined it as the Credit Decision Tool 
or Behaviour Scoring, JSC Swedbank and JSC Norvik banka specialists mainly called it scoring, while JSC SEB banka 
had not defined its system and JSC DNB called its system as PILS. 
The bank specialists who worked with a scoring system concluded that such a system facilitated their decision 
making; the necessary information was collected together and was easily visible for anyone who made a decision on 
lending. All the experts were unanimous that the scoring system allowed identifying any deviation from the bank’s 
credit policy; therefore, the bank employee who entered information in the system additionally indicated deviations 
from the credit policy and entered comments. 
The process of horizontal decision making was particularly developed for lending to households, where 
members of the credit committee made decisions on whether to grant or not to grant a loan. In vertical decision making, 
a decision was made at several levels, mainly three levels (Level 1 – a head, level 2 – another head and Level 3 – a 
credit analyst). Based on the replies of the experts, one can find that a decision was made at several levels; initially, it 
was accepted by the head of the department and afterwards it was done by some member of the credit committee. 
Decisions may be made based on both horizontal, vertical and individual decision making. The size of a loan 
determines the kind of decision making. For example, some of the commercial banks made the following practice: if a 
loan exceeded EUR 36000, the decision was made by the head of the particular department; yet, if there were deviations 
from the credit policy, the decision was made according to the horizontal approach, in which Level 1 was represented 
by the head of a department, Level 2 – the head of another department, Level 3 – a credit specialist. 
In evaluating mortgage loan applicants, there are a number of factors the decision makers focus on and 
consider to be very important. To make a decision on granting a loan, Latvian commercial banks practise evaluating 
credit risks for potential borrowers by taking into account a number of factors: a client’s age, family status and 
education, the number of his/her dependents, the client’s place of residence, occupation, length of service, experience at 
the current job, as well as the following financial information: the client’s regular incomes and liabilities as well as 
credit history, which includes such facts as the quality of loan repayment and previous positive cooperation with the 
bank if the client has already been the bank’s client. 
Overall, all the commercial banks engaged in mortgage lending to households developed and enhanced their 
credit evaluation process in compliance with the international and national legal acts. The latest amendments to the 
Consumer Rights Protection Law of Latvia that came into force on 1 August 2016 have to be particularly taken into 
consideration. The law provides that before a loan agreement is made with a customer, the lender has to clearly and 
understandably indicate what information and independently verifiable evidence the customer has to submit for the 
evaluation of the customer’s ability to repay the loan, as well as the term for the submission of the information. Such a 
request for information is proportionate and does not exceed the limit that is necessary for performing the mentioned 
evaluation properly. The lender, the credit intermediary and a representative of the credit intermediary warn the 
customer that a loan may not be granted if it is not possible to evaluate the customer’s ability to repay the loan owing to 
incomplete information submitted by him/her. The lender is responsible for designing, documenting and retaining the 
procedures and information which an evaluation of the customer’s ability to repay the loan is based on. The evaluation 
may not be based only on the value of an immovable property that exceeds the loan or on an assumption that the 
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increase in case the purpose of the loan is the reconstruction of the immovable property (Amendments to the 
Consumer…, 2016). 
Table 8. Most Important Factors in Evaluating Loan Applicants Indicated by Decision Makers  
Criteria 
Experts 











Income earned Very important Important Very important Very important Very important Important 
Liabilities Important Important Very important Very important Very important Very important 
Collateral Very important Important Very important Very important Important Important 
Number of 
individuals in the 
household  
Unimportant Important Very important Very important Important Important 
Negative records Very important Important Very important Very important Important Important 
Cash surplus Very important Important Very important Very important Important Important 
Deviation from credit 
policy Important Important Very important Very important Important Important 
(Source: authors’ construction based on expert survey data) 
An analysis of the information (Table 8) reveals what the commercial banks focus on when evaluating a 
client’s credibility and which criteria they consider to be very important and which – unimportant.  
 
 
Figure 3. Distribution of Expert Replies Regarding Deviation from the Credit Policy Under the Scoring System  
(Source: authors’ construction based on expert survey data) 
The expert survey revealed that the scoring system involves credit policy conditions and indicates whether 
there is a deviation from the credit policy or not when processing the information entered. 
The experts mentioned the following deviations from their banks’ credit policies: a negative credit history, no 
loans borrowed, insufficient credibility and loan repayment delays. 
Analyses of negative credit scoring decisions are regularly performed and overlapping factors to the negative 
decisions are identified to update the scoring system and continuously enhance it. Negative decisions are made mainly 
because of insufficient information about the borrower; therefore, bank professionals cannot evaluate the borrower’s 
credibility and credit risk, and it is necessary to repeatedly communicate with the client to acquire the lacking 
information, which requires additional resources and takes more time to make the decision. For this reason, the new 
provisions of the Consumer Rights Protection Law of Latvia regarding requesting complete information allow 
significantly enhancing commercial bank scoring systems and developing them in accordance with Directive 
2014/17/EU of the European Parliament and of the Council of 4 February on credit agreements for consumers relating 




The identification of a potential borrower’s credibility is an important factor, and the systems for its 
identification have to be developed and enhanced in accordance with Directive 2014/17/EU of the European Parliament 
and of the Council of 4 February on credit agreements for consumers relating to residential immovable property. 
The key factors influencing mortgage lending with regard to economic development in Latvia were as follows: 
incomes of residents, employment and unemployment, gross domestic product growth and real estate prices. In 
evaluating a client’s credibility, commercial banks analysed not only the client’s financial situation but also other 
factors such as the current job, the length of service and the number of members in the household. 
However, it has to be concluded that the commercial banks of Latvia did not employ a typical scoring model; 
they used the so-called behaviour scoring in which the information being interesting to the decision maker was 
illustratively presented, while any commercial bank defined its evaluation system differently. The scoring system of 






Latvian commercial banks was connected to other systems; besides, it mainly indicated deviations from the bank’s 
credit policy (a negative credit history, no loans borrowed, insufficient credibility and loan repayment delays etc.), and 
decisions were made faster and the decision making was facilitated. 
A single platform should be developed for the purpose of acquiring timely and accurate information about a 
borrower, in which all the necessary information is available about the borrower from various institutions such as the 
State Social Insurance Agency, the Credit Register of the Bank of Latvia and the State Revenue Service, thereby 
speeding up the flow and processing of the information. To evaluate risks, the database has to certainly have 
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